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InterGen and the Quezon Power Project:
Building Infrastructure in Emerging Markets

Introduction

0 Gree Daul, the Philippines country manager for International Generating Company (InterGen), faced a
i major dlcision about J future of the Quezon power project Quezon was ^^J^^^ZZd3 Sectric generating plant located on the island of Luzon. It was abreakthrough project-for^bbth InterGen and
2 me RepubUc of die Philippines. Quezon was the first private power plant built mthe country without a1 ^vereUmt debt guarantee^ first to sell directly to adistribution company, and the firstto raise projec
1 financ^inthe U.S. capital markets. These factors increased the risk of the project, but with it, InterGen s
^ expected returns.
t First conceived in 1993/94 by Pacific Manufacturing Resource (PMR) and marshaled through early
§ developmenX Ogden Energy, Inc. (OEI), the Quezon project was scheduled to come on-line in January 200(Xi S Cauda half years sSce the project was approved by InterGen's board, three of the four types of risk
2 me comZw sought to manage had been substantially reduced. All construction approvals had been secured
° and ccSsSXarP?oceeding rapidly. Project financing had been raised. And, because of afavorabk
§ on^aTwS•3 oroeress in reducing plant-specific risks, country risk seemed to be increasing The Asian financial crisis had§ punged SonomSSa?ross the region into recession, likely reducing demand for electricity. In^additionthe
S pSSne government had recently approved several new power plants that would compete with Quezon for
£ poweSs^ AUhough Meralco was contractually obligated to purchase all of the plant's electricity at
8 p^rrange^prices, thf presence of alternative suppliers might tempt the utility to attempt to renegotiate the
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terms of its contract.

Daul now had another factor to consider. Power Investments Limited (PIL) l»£reo«Uy «Pg™*£
InterGen with an unsolicited offer to purchase 50% of InterGen's stake in the Quezon Project (23% oK^ewms
total eauitv) for $85 million. There were several good reasons to consider the offer. Selling would lock ma $30

.- he recommend?

§ ^''^ Company Background

S1SIStation and private power developer, and Bechtel Enterprises' development and fmanong
efforts in mterrtation^.power.

T3

Prefer Rofcr. E. Kenned* pre,** ftf.« mthe tasisfor doss discussion ratoe, «.»» to iUus,ra,e either effective or ineffective
handling ofan administrative situation. ,.-''

otiierwise—without the permission of Harvard Busmes^ School. ^
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Makowski was founded in 1972 as ad^Koper of small-scale hydroelectiic: plants.Oyer the; next20yea*
JMC became aleading developer of independent power projects mthe United States. By the early-1990 s, JMC
was generating more than 1,300 megawatts empower, primarily in the United States.

InterGen was formed in early 1995 after Bechtehjnterprises and PG&E Enterprises acquired
J. Makowski for nearly $300 million. Bechtel Enterprises was a developer and merchant banker in the
engineering and construction industry. PG&E Enterprises was a subsidiary of Paci ic Gas and Electric
Company whose charter was to invest outside PG&E's traditional service territory. The plan was that toe new
company would draw on JMC's experience with independent power,-pro,ects, Bechtel s international power
development, financing, and construction expertise, and PG&tfs experience with fuel acquisition and
contracCrto serve theexploding demand for privately financed and operated power projects in^emerging
markets. In late 1996, due to achange in business strategy, PG&E Enterprises sold its interest in InterGen to
Bechtel, which subsequently entered into apartnership with Shell.2

Carlos Riva, a1982 graduate of the Harvard Business School, was named InterGen's first President and
CEO. Riva had joined Makowski in 1985, and had been JMC's president and chief operating officer since 1993.

InterGen's business model InterGen created economic value by structuring and coordinating all aspects of
I Uspower devXpment projects. This involved assembling agroup of functional experts with many-distinct
1 skiKcludlng (1) identifying opportunities for private power projects, (2) attracting equity investors (3)5 s^c^g power purchase^ements and operating contracts, (4) managing the construction and operationS of^r^assets, and (5) structuring the project so that it would support non-recourse project financing on

attractive terms.

o

The company's long-term vision was to create aseries of national energy companies that controlled power
and fuel S?eLgy8-related services, and trading activities. The company was pursuing this strategy in

« three phases:
1. entry to markets-in phase one, InterGen used greenfield development as the primary means, tc> enter

attractive markets. The company had identified fifteen countries as target markets, each of which it believed
provided long-term growth opportunities.

2. evolution-in phase two, InterGen planned to build aglobal power company operating and managing a
portfolio of power generation and related assets in emerging markets.

3 exvansion-the company's long-term goal was to become aworldwide provider of power generation andenergymoductS equityStakes in anumber of national energy companies The national en
Saries would be run locally and access local capital markets to fund the.r cap.tal needs. InterGen splan
wastomaintain controlling equity interests in these companies.

By late 1997, InterGen was well into phase one of its long-term plan The firm was aleading develop of
creeS power projects, having won nine of the 14 contracts for which it bid. It managed 30 projects m18S^KHShit had'inherited from Bechtel Enterprises, including ^\™^J™™
than 7000 megawatts of power and $5.6 billion in capital commitments (see Exhibit 7for alist of selected
projects). The company's lead projects included:

• the 700 MW Samalayuca generating plant in Mexico; • the 360 MW Jacui plant in Brazil; and
:|%he 770 MW Rocksavage generating plant in the U.K.; • the 235 MW TermoEmcali plant in Colombia.

• the'3£0 MW Meizhou Wan generating plant in China;

K&a attributed InterGen's success to date to several factors.3 These included:

7# estalishmg atradition of trust and partnership with local communities and countries. InterGen pursued
^I^SeS critlve community and economic initiatives, including immunization programs, new

schop&and infrastructure improvements for local residents;
(2) posing superior skills in greenfield project development and in fuels handling and storage;
(3) leveraging BechteJ^extensive experience in project development, technology, construction, and

operations; and. .;• .;;; A-

C3
c
o

52
<u
o.

<u

o
u

•o
0)
N

'C
o
j=

h

s
o
o
•o

The fifteen countries at the beginning of 1997;were: the Philippines Colombia India the United Kingdom, Peru,
Brazil,^L Taiwan, Australia^urkey, Th#ndi Indonesia, Pakistan, Mexico, and Egypt.

•'.«.- :-A . .•••
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(4) having an advantage in the skills"required to succeed in unstructured and deregulated power
environments, including rigorous'iisk management, speed in execution, and financial flexibility.

While InterGen's early projects were managed.frbrn Boston, Riva moved quickly to build its presence in
regional markets. The long term goal was to become astronglocal player in individual markets.

"We're trying to organize ourselves to be able to do jnbre than one or two deals a year. We're setting up
regional OTgaruzarions, each of which can do that much; so collectively the whole company can develop projects
at? much faster pace ..The next step is to build autonomous companies nindividual countries, witfi the goa
of eSshing a global network of diversified energy companies;- 'We want to develop a deep local
understanding ofthe dynamics ofthe energy and power markets.

In each of our target countries, we will have acompany with aportfolio operating and related fuel assets
that are tied together by aseries of activities, such as operations and maintenancejmd energy trading. -TheseXTnierwufhave their own management, and potentially they could raised.ebt and-equity locally [if local
cSl^arkete develop as expected] ... We want to be very local, to get into the countries, to establish^TSdiSta^ledge base. We've chosen countries that we think have long-term growth prospects,
and we want to position ourselves to capture our share of growth when itoccurs. £

g InterGen's projects were highly leveraged. The firm generally financed its projects with 25% equity and
I 75% debt, and was itself leveraged at 3:1. The company controlled more than $1.4 billion in assets, but had no
00 currentincome. Profitability was projected for2001.

The Global Energy Industry

(4-1o Global energy consumption had grown rapidly since 1970. This growth had been fastest in developing
i countrieswhosfshare of global energy demand had increased from 15 percent in 1971 to 25 percent in 1991.SSSS^aSSrii dui was forecSt to grow to more than 40 percent by 2010* Growth "£*g*««nd

is driven by several factors. These include population growth, growth in per capita GDP and urbanization.
All three factors were occurring more rapidly in emerging markets than in developed countries.

The International Energy Agency, an autonomous body associated with the OECD projects ^energy
demand wifuontoue to grfw much more rapidly in developing countries than in developed countries. They
project that

o
o

3
O
o

T3

"Energy demand in all the developing regions [will] increase at an average annual rate of A2 percent in^the
8 oeriodto 20?I This unplies that energ^ demand will more than double in these regions . .and will account for
S CttadoPmfincrease fn world eSrgy demand. Growth is expected to be highest in the dynamic AsianI e^es, bureven^Africa it is expend to average over three percent per year. This compares with an
*' average annual increase in OECD energy demand of 1.3 percent.

assfci^^dS^C-^TlSr^Z^SVt^^^ct^l^teot $12 to $15 billion annually/ But gold plating, poor investment

and ti™£™y°^n}r™yTh hift initiaUv occurred because national governments lacked the funds to finance

costs and operated more efficiently; than state-owned plants.

were in the Asia Pacific region.9
, -r^-——T-r ' " 3
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The World Bank projected that atleasfc^OOP MW of new generating capacity would be required in Asia
between 1996 and 2005. This meant tha&n average of 2,400 MW would be added every month, at a cost of
about $35 billion per year.10 The combination of declining assistance from international institutions and
exploding demand for generating capacity created an attractive opportunity for private firms. U.S.
firms—including InterGen, Enron, and AES—were leading the way.

Opportunities in the Philippine Energy Market

Country Background The Philippines is an archipelago of moreVthan 7,000 islands about 500 miles off the
soutStem coast of Asia. The Country has atotal land area of about 500,000 square kilometers but is
scattered over 1.29 million square kilometers of ocean. Although Chinese traders visited the islands and traded7 ^dUoob^rting around 1000 AD, it was Ferdinand Magellan's "discovery" in 1521,^at introduced astrong

S Spanish influence to the country. In 1571, the Spanish settled in Manila and from; there took control of the
i region. There were periodic revolts against Spanish rule but none succeeded. .-.< • r.

S The country is divided into three major island groups. Luzon, in the north, is the larges^nd represents
I about 35 percent of the total land area. Mindanao, in the south, is the second largest and includes the islands of
o Sulu and Tawi-Tawi. The Visayas are the third major island group (see Exhibit 1).

S The islands were ceded to the United States after the American victory in the Spanish-American^War of
2 1898 US colonial rule lasted until 1935, when the Commonwealth of the Philippines was established
§ Progress towa independence was delayed, however, by the outbreak of World War II and ^subsequent| Japanese Vnvasion. The independent Republic of the Philippines was proclaimed on July 4, 1946 with a
<~ constitution modeled after the U.S. constitution.

S Manuel Roxas, a member of the newly formed Liberal Party and the former speaker of *e Philippme
I House of Representatives, was elected the first president of the new republic. During the next hvc> decades
I fou^presidents governed the Philippines, until Ferdinand Marcos gained the presidency in 1965 Marcos, a
§ SSt law sclent as well as amember of both the Philippine House and Senate, was reelected for asecond^lW.1fc«L«i martial law in 1972, astate that continued formally until 1981. The -»*«!»*«<£

opposition leader Benigno Aquino in 1983 became a focal point of mounting opposition to Marcos corruptmPle Arevolted by clneralRdel Ramos, Marcos' defense minister and chief-of-staffdrove^m from power
™1986 Corazon Aquino, Benigno's widow, took over as president and worked to establish democratic
nstitutioi«^^ Her adminis ration was marred by six coup attempts. Although all were unsuccessfulthe
p^litkal tiTrmoil slowed economic progress and scared off potential foreign investors. Aquino was succeeded
byGeneral Ramos in 1992.

Ramos moved to stabilize both the political and economic situations. He introduced al series of economic
refoSdiscussed below) and moved to make peace with several separatist movements. In August 1996, the^S»^M» agreement with the Moro National Liberation front, aleading separatist group on

a.

x:

o
o

-o

N

O

I,

f
3
U
o

Mindanao.

The Philippines has avery young population. Forty-eight percent of Philippine citizens are under 20 yearso#Sp5 of the population is of working age (il between 15 and 60 years old . Urbanj^tion wasm^r^yf with approximately ^percent of the population in urban areas in 1995, and the urban
'"pbpulajtjC)h:growing at 4.8 percent annually.1

Thelhir.D#ne^Economy Long considered the "sick man" of Asia, the Philippine economy experienced
raSdI S^^^ Sdd-1990-s.STlie 1980's had been characterized by wide economic fluctuation, GDPcon^acte^fpl^ and 1985, grew strongly from 1986 to 1988, but suffered asharp contraction
following aviolenf&up' attempt in1989.

equipment by granting a3-year duty exemption.':

4 "" ,!£•:('."••'
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These reforms led to improved economicperformance. GDP growth, fueled by strong export growth and
mvestoent sSnl averaged 4.5 percer*betWeen 1993 and 1996? Inflation declined from 12 percent ir11991
a^TstebSararound 8percent.^The nominal value,of the peso was stable against the U.S. dollar between
W91 and^^implying aslow real appreciation of.tfe.currency. The country ran aconsistent but apparentlymanaTeable^cuSent^ount deficit of between four and fivepercent of GDP. Healthy direct investrnen^flows
Td moderate external borrowing offset the current account; boosting foreign currency reserves to more than
US $10billion (see Exhibit 4).

Per capita GDP in 1996 was approximately US $1,000. This was,substantially higher than Vietnam (US
$215) and India (US $330), but far below Thailand (US $2210) and Malaysia (US $3520).

The Energy Sector The 1990s saw a fundamental transition in the Philippine energy industry, from stateio^Scrmarket orientation, with private firms playing amajorrole, ^energy demand was expected
^ to grow by approximately 7percent per year between 1996 and 2010. Demand for electricity was forecast to
9 erowTven faster, particularly on the main island of Luzon. The requirements for tomg an expansion of
2 grating capacity far exceeded the resources available to the government, so regulators and planners were
^ forced to rely on private sources ofcapital. -: ;,,
u^ ...-••'"

I The Department of Energy (DOE) was responsible for regulatory oversight and long range planning for the
1 power industry. The DOE's goals were to reduce dependence on foreign energy sources by developing
S domestic hydroelectric and geothermal sources of energy, and to complete electrification of the country by the
^ year 2000/
I The DOE organized the industry into four distinct segments: development and exploration, generation,
S transmission, and distribution. The Philippine National Oil Company (PNOC) held a monopoly on
1 development and exploration. Reforms implemented under Presidents Aquino and Ramos (see below)
S aUowedTome foreign participation in exploration, but this was permitted only through joint ventures with tine
3 PNOC" The country was extremely dependent on foreign energy sources-domestic energy sources covered
1 26% of primary consumption in 1996, and imported oil accounted for 71% of consumption.

I The Philippine National Power Corporation (NPC) held a monopoly on both power generation and
1 transmission NPC was also permitted to sell bulk power directly to industrial and government customers
* wh?STdemand exceeded 100 kW. In 1995, the Philippines had atotal installed generating capacity of 9564

MW of whTch 74 percent was on the island of Luzon. Independent power producers accounted for
approximately 40 percent of this capacity (19 percent privately owned and operated, and an aidditional 22
pLcenTwherelPPs operated NPC-owned facilities).18 NPC's power development program called for adding
mo«i tharSo MW of capacity between 1996 and 2010,^ assumed that more than 90 percent of new
generating capacity would be financed and operated by IPPs.

Distribution was handled by private utilities and electric power co-operatives. By far the largest was the
Manila Electric Company (Meralco). Meralco was founded in 1903+ and had been private ever since. The firm

" held amonopofc onelectricity distribution in the capital city and for the area w.thin a90-km radius. The
-' serviceTreaTovered 9,328 square kilometers-including Metro Manila, 10 other cities and 101 mun.apalities^

JS^^S^da^winopoly position in its service area. Its franchise to serve Metro Manila which accountedfatfgperS of MeraWs sales, was due to expire in 2003, although the company expected the franchise to be
•rejrieWed.

^• *Mera&c/s service area accounted for about three percent of the Philippines' land area but produced 73% ofthe KSMpP. Meralco employed 8,500 people and distributed electricity to about 2.7 million customersBVca^sTcpe concentration of industrial and commercial customers, Meralco was 20 times as large as the next
largest dts%fey$on utiUty.21

Meralco's c^toWbase (in terms of kWh) was 33 percent ^f^^P^^^tld^o^industrial and lSkthan 1 percent government. Meralco accounted for 59% of total NPC sales and /»/o or its
sales on Luzon.22 V:

Enerav Sector Reform r- :UnHl the 1990s, the power industry was heavily regulated in the Philippines Close^S^^SZ^ of% industry dates to 1971 when NPC was granted sole responsibility for
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+ When it was founded, the company was known feheManila Electric Rail and Light Company, hence MERaLCo.
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developing and operating the country's generating facilities. The presidential directive called for NPC to take
over all existing generating facilities-including those operated by Meralco which, at the time, accounted for 55
percent ofthecountry's generating capacity.-\.jr

NPC maintained its monopoly on generation7 and: transmission until 1987 when, in response to persistent
power shortages, President Aquino issued an executive order that opened up power generation to private
entities. The Shortages occurred because, due to financial pressures, NPC had consistently delayed both new
plant construction and rehabilitation of existing plants. Aquino's executive order allowed private entities to
construct and operate generating plants. The 1987 executive order was extended in 1989, when the country
passed abroader "Build-Operate-Transfer" (BOT) law that expanded the;scope of private sector financing to
include all government infrastructure projects. The law had several limitations, however. NPC retained the
right to accredit IPPs, and entrants were required to sell their power to NPC Private generators were also
required to negotiate with NPC for high-voltage transmission and back-up maintenance.

Despite these regulatory reforms, little progress was made and the pbwer c-risij}, continued. Political
pressure forced the cancellation of anearly complete 625 MW nuclear plant and-NPCcbntinued to defer new
construction and maintenance. By 1991, urban areas suffered from prolonged and frequent brownouts, often

s lasting 10-12 hours per day in the summer months. The outages became a major impediment tothe economy
1 and more than 1.6 million workers were laid off or had their hours cut in 1992.* An independent study, issued

by the Financial Times, concluded that the 1987 law had little effect because potential IPPs encountered
"prolonged price negotiations with NPC for these services [transmission and back-up maintenance]. ITnisj

w usually led to failure of the project."
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During the first months of Ramos' presidency, the supply deficit on the Luzon power grid was estimated to
have reached 1,000 MW (a more than 25 percent shortfall) * At the height of the crisis, the congress granted
President Ramos emergency powers to deal with electricity shortages. S Ramos used these powers to push
through several private power projects under a"fast-track" approval process. Fast track allowed NPC to grant
blankit approvals that encompassed investment certification, environmental compliance, foreign <exchange
remuLce and all other approvals. The Ministry of Finance also guaranteed NPCs financial obligations to
£ZKte%erat agreeS upon rates, thus eliminating amajor risk for ^^^^^JS^^
eight project approvals, accounting for 1120 MW of capacity in its first two months. The first IPP came on line
mT99i By ye£end 1996, 30 presets with acombined capacity of almost 5,000 MW had been completed. Inaddition, six pr^Ss with acapacity of 1,370 MW were under construction and more than 5,000 MW was lined
up for bidding.

Bv 1997 new IPP capacity had largely solved the immediate power crisis, but demand for electricity was
forest^ to increase at rLeVi 7pLent annually through 2010. The ^Xlo^bZITsT N?Cestimated that at least 26,000 MW of additional capacity would be required by^201I (seeExh bit 5). NPC
estimated the capital costs associated with this growth in capacity at more than US $1.8 billion annual y.
Because bo* NPC and the government were cash strapped, the private sector w-^^ooffiw tobeTu^tNPC planned to build only 2,400 MW (9 percent of required capacity), leaving more than 24,000 MW to be built
by the private sector.

The DOE had an ambitious agenda, aimed at promoting competition, increased capacity, and *™™**
efficiency through private participation in the power sector. First, it advocated the creation of aNational
ISssion Company (NTC) that was independent of NPC. Second, the DOE planned to privatize NPC,::VS ton ^ TqPuaiyfooting with other generation companies. Third, the DOE hoped to, rt^ngthen the
Sibuti-bn sector by encoufaging mergers among small distribution utilities, allowing them to achieve
^S^^^S^ir^prov^ operational efficiency.27 Finally, the government hoped to reform the tariffsnS^^i^ralSacrL the board to cover long-run marginal costs and reducing cross-subsidies across
cuTtom |̂mH|. At present, commercial and industrial customers paid substantial cross-subsidies to
residential and:governmental customers (see Exhibits 6a and 6b).

v >,, InterGen's Philippine Opportunity

Backaround The orighHs ol,the Quezon project could be traced to a decade-old relationship between

6 '"" :^r~':-
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1992, but this was not accepted. When negotiations between Meralco and another developer fell through in
mid-1993, PMR andMeralco signed a Meirtorandum ofAgreement (MOA).

Subsequent to the signing of the MOA, PMR jedruited several experienced Philippine power industry
executives, including senior executives from NPC. -In early 1994, PMR and these executives formed PMR
Power, a new company 50 percent owned by PMR and 50; percent owned by the Philippine executives. PMR
Power sought the participation of a strategic U.S. partner to assist in the development and ownership of the
project. After extensive competition, Ogden Energy, Inc. (OEI), a leading operator of independent power
facilities, was selected as the co-development partner.

After an extensive negotiation led by OEI, the project signed a 25-year, take-or-pay power purchase
agreement (PPA) with Meralco in August 1994. The agreement obligatediMeralco to cover both fixed and
variable expenses for the plant, contingent on timely construction and as-contracted; plant performance.

Following the PPA negotiations, OEI completed aco-development agreement with Bechtel Enterprises, Inc.
The partners executed a Memorandum of Understanding on September 7?vl994v The agreement, as
subsequently amended, ultimately granted PMR a2percent ownership interest for no monetary contribution.
The equity commitments and ownership positions were the following. : '

InterGen

Ogden Energy, Inc

PMR Power

Table A

Ownership
Interest

(%)

71.875%

26.125

2.000

Equity
Commitment

(%)

72.5%

27.5

Equity
Commitment

(US$ millions)

146.6

55.6

After InterGen was established in1995, Bechtel assigned the project to its new affiliate.

Project Description The Quezon project consisted of a 440 MW baseload pulverized coal-fired electric
gelation plant, a31-kilometer 230-kilovolt transmission line, and related facilities. Thegeneration facility
was located on a100-hectare coastal site in Mauban, Quezon Province. Meralco had signed a25-year take-or-
pay power purchase agreement to accept the plant's entire output. The parties had signed an agreement with
NPC to wheel the electricity to Meralco.* The transmission line connected the generation plant to NPC: s
transmission system. The project was scheduled to come on-line in January 2000 and was expected to be
profitable in its firstyear.

The Droiect was designed to have low construction and operating risk. The generating plant used a
modem veSon oTthe rel4le and efficient coal-fired steam generator that had been the mainstay of the electric
gTneratogTndustry since the 1950s. In 1995, there were at least 370 plants with similar designs operating in
North America.

£ rtflezon had siened long-term coal supply agreements with two Indonesian firms—Adaro and Kaltim"^ and 33%, respectively, of the fuel for the plant. In the event that suppliers
'UEd[JtiWTmeir oblations, the plant was geographically well situated to receive from coal oher^sources^
5SS§«t3&t relied on imported fuel-and one of the government's goals was to move toward indigenousM^^^%P^d the project because it provided badly-needed generating capacity, replaced
oil-fired ca'pacipan^was more suitable than fuel oil for baseload generation.

The generationCi% and transmission line were designed by Overseas Bechtel, In^rP^^(C^^!the con^Sctionindproject management were performed by Bechtel Overseas Corporation (BOC). Both firms
weresubsidiaries ofBechtel Corporation.

Philippine law statediKat|nly>hUippine citizens or Philippine^controlled corporations «JJ^ ovm land or
real property. Because of this&w, tl?e deal was structured so that Meralco owned all land and rights-of-way

* Wheeling power refers to transmission of powjsr for afee.
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required for the project. Meralco leased interest in this property to the project company for the duration of
thepowerpurchaseagreement.

The plant marked several milestones for the f htlippines. It was the first significant private sector
generation facility that would sell power directly j6 a private utility. It also included the first privately
developed high voltage transmission line inthe country. .;

Perhaps most significantly, the Quezon project was the first private project financed without the benefit of
a sovereign guarantee by the central government. Prior to Quezon^project finance had not been possible
without a sovereign guarantee from the government. The Department of Energy considered Quezon s
guarantee-free financing a major accomplishment because it kneW that the national government would be
unable to provide guarantees for the huge volume of private projects required before 2010. The project s
guarantee-free status had both costs and benefits from the owners' perspective. ,Itraised the cost of financing

^ somewhat. On the other hand, it dramatically reduced the ability of the Ministry, of Finance to become
? involved in project minutia. InterGen believed this was anet plus, as it would streamline the development
2 process and allow the plant to come on-line more quickly. :v '•" .:,.
cm -" ...

fc The Partners—Roles and Responsibilities InterGen contributed 72.5 percent of project equity and
I controlled a71.9 percent voting interest. InterGen's responsibilities were to: (1) jointly arrange project finance
,2 with OEI, (2) to manage Bechtel and other Engineering, Procurement, and Construction Management (EPCM)
S contractors while the plant was being built, and (3) provide the project administration after the plant came on-
w line In essence, InterGen was responsible for the overall commercial management of the project The
I management services agreement was a25-year, cost-plus fixed-fee contract. The annual fee in excess of costs
S was set at US$400,000, subject to escalation.
I-

1 In addition to its status as an owner, Ogden Energy, Inc. (OEI) was responsible for operating and
0 maintaining the generating plant in accordance with standard industry practice. Ogden s operation and
3 maintenance agreement provided for reimbursement of all plant-related costs, plus a monthly fee of
1 US$160,000. OEI was also eligible for bonuses based on net electrical output, good citizenship, and meeting
S budgetary targets.

PMR had an active role in the development process, bringing valuable local expertise to the project team
for which itearned atwo percent carried interest. After commercial operation, PMR would not have an active
role.

£ Transaction Structure The project had a somewhat complex ownership; structure (see; Exhibi 8a)
Ownership was divided among the three partners as follows. Quezon Power (Philippines), Ltd. ( The Project )
was 98% owned by Quezon Power, Inc. (QPI), aCayman Islands holding company. QPI was itself owned by

5 two other Cayman corporations, controlled by InterGen affiliates and Ogden affiliates. The final two percent
6 equity ownership in the project was held by PMR Limited (Philippines), aPMR subsidiary.

? .#V: The Project also entered into acomplex set of operating contracts (see Exhibit 8b). The key contracts were
the following:

"O

g ./".. 1. the management services contract with InterGen,
k 2.. the operations and maintenance contract with Ogden,

'''' ;*3. thepower purchase agreement with Meralco,
'? 4. ..y&e^greements with Meralco to lease land for the generating plant and transmission line,

&f th&jJPCM contracts with Bechtel affiliates BOC and OBI,

6. thecoa4$tip'ply agreements.

Proiect costs\>taled US $808.9 million, and were financed with 75 percent debt (US $606.7 million) and 25
percent equity (US $202.2 milUcm). These project costs included US $35 million in budgeted contingency^costs.
The^do Sot include an additional.US $50 million in overrun commitments (a US $30 million debt facility and
US $20 million in contingent e^ty commitments). Exhibit 9presents the financing plan for the project.

The major uses of funds were:,. uV$465 million in EPCM costs, US $46 million in development costs and
fees, US $50 million in startup an* other owner costs, US $75 million in financing costs dunng construction,
id US $68 million in other financing-costs (seetxhibits 9and 10 for adetailed breakdown of project costs).

Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617-783-786
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Project Risks InterGen management vtfaVquite systematic about managing project risk and believed that
risk management was one of the firm's dbre competencies. The company categorized risks into four broad
categoriestnd had programs to manage each^pe. The categories were (1) approval and construction risks, (2)
financing risks, (3) contractual and operating risks, ana (4) currency /country risks.

Approval risk included the possibility of opposition from both official (e.g. government and regulatory)
authorities and unofficial sources. The risk of opposition from official authorities was reduced because the
country desperately needed the power Quezon would generate. The official approval process was moving
rapidly Environmental and construction approvals were secured, land for the project was taken by eminent
domain, and plant management was working closely with local authorities on safety issues. InterGen believed
that PMR's contacts atthe DOE would help manage any future regulatory conflict.

Unofficial opposition was another matter entirely and by no means assured. Asmall group of local
activists opposed die plant on environmental and "not-in-my-backyard" (tflMBY) grounds. The group, which
was led by awoman who had moved from Canada to Mauban, had filed numerousenvironmental and safety
grievances against theplant.

InterGen put significant effort into winning local support for the plant. The firm un&rtbo'k aextensive
community development program, described in a comprehensive memorandum of understanking that
InterGen had signed after negotiations with the Mauban community. The program included livelihood
training, school assistance, new homes for displaced families, medical programs, and numerous .^estmente m
local infrastructure projects-including roads, water and drainage systems, and the local electricity distnbution

£ system.

5 In October 1997, activist complaints about minor infractions of the project's Environmental Compliance
S Certificate led to a temporary construction halt. But, with the implementation of mitigating environmental
jg measures and the assistance of local supporters, matters were quickly resolved and construction continued
3 ahead of schedule.
e3

| InterGen also considered construction risk to be minimal. Bechtel had been building and servicing power
S. plants for more than 40 years. The EPCM contracts guaranteed the completion date (December 1999) as well as| operating and environmental performance levels. The EPCM contract contained substantial penalties if
£ provisions were notmet.

Financing risk was somewhat greater than approval and construction. Equity contributions from• £terGto
and OH[were assured, but debt financing would be complicated by country risk and the novelty of the
finandnLector* The project was the first significant one in the country without asovereign guarantee^SSSncing froPm the Eximbank had received preliminary approval, but the P***"^J££
$215 in financing from the public capital markets. The pro ect's investment bankers (Salomon Brothers
Citicorp SecSs Fieldstone, and UBS Securities) were optimistic about the prospects for a successful
ofS but no Sngwas assured until amajor lender had signed on. InterGen believed ,t was well paced to

' nanXStheSd*|risk. It led the industry in aggressive and innovative financing structures and its close ties
-• - to Bechtel and the Royal Dutch Shell Group would help calm investors' fears about project nsk.

Hi the plant performed as projected there would be minimal operating risk. The Quezon plant used standard
eehISon tedmolog^^nd InterGen, Ogden, and Bechtel all had extensive experience in constructing and

^orEatingSimilar pknts in emerging markets. The take-or-pay power purchase agreement obligated Meralco
'fWlorhxed and variable operating costs, as well as the full cost of fuel. Coal supplies were assuredw4In^ suppliers were located in Indonesia, so political instability might threaten thesepaS«es, but the international market for coal was well developed and the plant would have little
difficulty%diitg-alternate supplies.

The proiectW&r operating risk was that it relied on asingle customer, Meralco. This led to two risks, «c-1J^S^^lL^buOM franchise. The prices in the *?™V^W^™££

follows: ,-.' _;.,;..•-..

Pavments from Meralco under ule power purchase agreement will be the [project's] principal source of revenues?T^^^n^se\o prdv^felec&i.ty to tfie City of Manila which accounted for 75£~££g
electricity sales in 1994, expires in 2003. Meralco was originally granted this franchise in 1903 and subsequently

Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617-783-786
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799-057 InterGen and theQuezon Power Project

had it renewed in 1947 and 1964. Meralcfrhas informed thecompany that it expects the franchise to be renewed,
but there canbe no assurance that [thiswillbe thecase]. In theevent of nonrenewal or adverse modification of
the franchise, Meralco would remain obligatedunder the Power Purchase Agreement to make payments to the
company. [But] nonrenewal or adverse^odification could result in Meralco being unable to fulfill its
obligations.

The final category of risk involved currency and country risk. To minimize currency risks, both the debt and
the Meralco contract were denominated in U.S. dollars. Only local O&M expenses were denominated in
Philippine pesos. Meralco was obligated to cover all fixed O&M charges, regardless of the cost of the project.

As in all emerging markets, itwas difficult to forecast country risk. InterGen had placed the Philippines on
its list of target countries because it felt the country risk would decline overtime. The country had aworking
democracy, so the threat of arevolution or violent upheaval was small. Further, after many years as alaggard,
the government had implemented an economic reform program that was widely heralded.

Project Economics InterGen's management believed that the Quezon project.offered financially attractive
returns. While any infrastructure investment in a developing country involved Substantial: risk, the project s
operating contracts were such that most risks were borne by those best able to manage them. .The project's
operating contracts provided that: PMR and InterGen managed approval risk; Bechtel handled construction
risk; InterGen accepted responsibility for raising debt financing; and Meralco bore demand risk.

S In late 1995, Daul had completed the financial projections for the project. After carefully constructing his
52 best estimate of project and equity cash flows and considering the various types of risk, he settled on a project
2 discount rate of 12 percent and an equity discount rate of 20 percent (see Exhibit 10 for detailed financial
5 projections). The analysis was designed to secure Board of Directors' approval for development funds, but
5 Daul knew that he would live with these forecasts for the life of the project.

o

I Daul's analysis led to aproject NPV of US $58.4 million (a 13 percent IRR) and an equity NPV of US $22.5
« million (23 percent IRR). Table Bbelow compares projected NPVs at different points in time. The Board
| granted preliminary approval on December 15,1995 and full scale development started.
t-i

S" In addition to the financial valuations, Daul's board presentation reviewed the various factors that helped
~ to mitigate projectrisk. Thesewere:
<2
g» 1. strong project sponsorship by InterGen, OEI, and PMR.
8 2 substantial sponsor undertakings, with more than US $200 million committed by equity participants, as
"8 well as financial and performance guarantees for EPCM activities provided by Bechtel.
"! 3 the importance of the project to the Philippines, specifically the substantial power shortfalls forecast for
S ' the Luzon region, job creation, and more than US $200 million in tariffs, VAT payments, and franchise
sk: fees paid to the Philippines government during the first five years of operation.

•*•§ h,, 4. political risk mitigation in three forms. The project purchased an Eximbank guarantee for expropriation,
•2 v£ •" political violence; and currency inconvertibility. Second, Meralco's payment obligations were absolute
•g^' ;-" " and unconditional. Finally, the Philippines foreign currency debt rating had been recently upgraded.
i' 5 the presence of acreditworthy power purchaser. Meralco was aregulated monopoly with astrong
| J?"' ^ ' balance sheet and substantial cash flow. The company's rate structure included several automatic rate

«> J. •i' .. adjustment clauses.

^ '' ••}$. "the use of proven technology.
# 7 -;B&irtel's experience. The firm had been aleader in the power industry for 40 years and had worked on

v;.jr'mor$than 320 fossil fuel-fired units with acombined capacity of over 80,000 MW.
8 '̂ :':me'plan.t;^Status as amilestone private investment for the country.
9. mimmaif^inancing risk —because Eximbank construction financing had been secured.
10. robusWant economics. Meralco was obligated to pay fixed charges even in Je event of service

interruptions, fuel charges were passed through directly to Meralco, and the project had the right to pass
through any increased costs resulting from legal or regulatory changes.

In addition to the value ofthe Quezon as astand-alone project, the project had additional option value To
date, Riva's vision of creating aseries optional energy companies was along-term strategy. But both Daul
and Riva believed that the Philippine^ was. fertile ground to develop the concept. If Quezon succeeded, it
could become the platform onwhich Riva's vision was built.

10
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Events since Approval •:•'

Following board approval, Daul spent thenext year negotiating operating contracts and gaining regulatory
approvals These included Ogden's operations shd. maintenance contract (December 1995), the transmission
line agreement (June 1996), the EPCM contracts (August), InterGen's management services contract
(September), the coal supply agreement (September); and the site lease agreements with Meralco (September).
InterGen's Board of Directors granted final approval 6h.October 13, 1996. By year-end 1996, all important
approvals had been secured. In December 1996, the partners paid their initial equity contributions, totaling US
$90million, and construction commenced.

Project financing proceeded more smoothly than expected. TheEximbank.approved a 60-month US $417
million construction loan in November 1996. It also committed to refinance the iban upon satisfaction ofa set
of specified conditions and the successful completion of the project. Investors^ also proved receptive to the
public portion of the debt. Initially targeted at US $180 million, the issue was well oversubscribed, and the
project closed a US $215 million senior-secured, SEC-registered, public bond issue onJuly 1, 1997. The public
issue closed only one day before the devaluation of the Thai baht, the event that triggered t?ie Asian Financial
Crisis. ":

In late-1996—as PG&E was negotiating to sell its stake in InterGen back to Bechtel and was thus reluctant
m to fund necessary equity contributions—InterGen arranged to sell a 26% stake in the project to Global Power
il Investments (GPI) for US $59 million. GPI was an investment fund formed by GE Capital, Soros Fund
« Management, and the International Finance Corporation to focus on private power projects in emerging
§ markets, particularly Asia and Latin America. The sale kept the project on track, reduced InterGen s equity
"£ share in the project to 45.875%, and led to a12% profit on the equity sold.

0 Bv the end of 1997 construction of the Quezon Project was well under way. Construction was 45 percent
1 complete and Daul believed that project risk had declined significantly. Approval, contracting, financing, and
I construction risk were all substantially lower than in late-1995 and InterGen had shifted to using discount rates
I of 11 percent and 16 percent for valuing project and equity cash flowWctions. Projected cashJlows; were
g unchanged, but the lower discount rate increased project NPV from US $58.4 million to US $139.81 millionand
£ the Iquity NPV from US $22.5 million to US $114.2 million (see

•S Table B).

Table B

Project

Disc. Rate NPV (000) IRR

Preliminary approval
December 1995 12% 58,381 13%

December1997 11% 139,757

Start-up Date 10% 247,932
December, 2000

Equity

Disc. Rate NPV (000) IRR

20% 22,450 23%

16% 114,152

14% 188,760

€ Events in the product market were somewhat less promising. The DOE continued to approvenew
eeleratoe capacity but at arate higher than InterGen had expected. Many of the new approvals were for gas-:ffi£8S^w3d operate at lower cost than the Quezon plant, and were due to come on-line after 2000.The$&eno|oiadditional low cost capacity increased the chance that Meralco would move to renegotiate.

Whil^W%es of project risk declined between 1995 and 1997 country risk appeared to be increasing

projected only 2.5 percent, and^everal private economists suggested that GDP might decline.
As 1997 drew to aclose" itCas not clear if the crisis was atemporary setback or if the regional slump would

be n^trarted^e Ph Uppirilhad^h affected much less than other countries in the region, htdonesia was

16percent to 18 percent.

11
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•JA New Opportunity

In December 1997, Daul was approached by Roger McPeek, a representative from Power Investments
Limited (PIL). PIL was a subsidiary of a large.British utility that was interested in expanding abroad into
unregulated markets. They were bullish on Southeast Asia and made InterGen an attractive offer. PIL
proposed to buy half of InterGen's remaining equityJ22.9 percent of project equity) for US $85 million.
InterGen's carrying cost on the position was only US $46.4 million, and Daul (using a 16 percent equity
discountrate) valued the positionatUS $72.5 million.

Equity
Discount

Rate

At approval
GPI Sale

20%

19%

December 1997 16%

PIL Offer 16%

Forecast Value
Dec. 2000

14%

Realized Profits
(millions)

6.5

6.5

45.1

6.5

Table C

Cost Basis

(millions)
146.6

92.8

92.8

46.4

92.8

Imputed .•
Equity Value

(millions),
161.9

107.8

145.1

72.5

179.4

Notes

"( =225.2 * 71.875 %)
(,^35.0* 45.875%)
(= 316.3 * 45:875%)

(=316.3 * 22:93%)

( = 391.0 * 45.875)

From apurely financial perspective, the PIL offer looked attractive. But Daul was concerned that PIL's
offer was significantly less than he expected the project to be worth at completion (see Table C).

InterGen's next Board meeting was less than amonth away. Daul was scheduled to meet with Riva prior
to that meeting and present his recommendation on the PIL offer. Should he recommend retaming^InterGeris
current equity?betting on the option value inherent in the "national energy company" strategy? Or should be
recommendYelling the position, cutting InterGen's exposure to this volatile region, and redeploying capital
elsewhere.

:-.. •.:'{(•

12
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InterGen and the Quezon Power Project

Exhibit 2 Electricity Consumption

Asia as % Philippines as^;.

n Year

1980

of world % of Asia;

13
16.25 1.33| '%:

TO

O 1981 16.53 .^.36^....--:

•a
O 1982 17.10 / im
a
a 1983 17.42 ' '̂ .3lFv
CB* 1984 18.08 ;. 1.25

3
1985 18«4?i.,.., 1.27

3! 1986 18.90 _ 1.18

TO
n

s
n
a

1987 / ffep 1.17

1988 %.2Q.04 1.10

O

1989. 20.82 1.07

O
•a ' 1990"::.' 21.81 1.02

f : :^991 22.52 0.83
J*---.
•8 ,1992 26.01 0.82

3 1993 26.92 0.78

1994 28.22 0.85

S

1995 28.91 0.88

Source: United Nations Energy Statistical Yearbook

isart.authorized copy for the personal use ofMr./Mrs. Ed Bodmer, 2013-01-21

Exhibit 3 Capacity and Utilization Rate by Country§

799-057 -14-

HONG KONG

Net Installed Capacity (MW)

Utilization Rate

KOREA, Republic of

Net Installed Capacity (MW)

Utilization Rate

PHILIPPINES

Net Installed Capacity (MW)

Utilization Rate

SINGAPORE

Net Installed Capacity (MW)

Utilization Rate

THAILAND

Net Installed Capacity (MW)

Utilization Rate

Capacity Growth

1980 1983 1986 1989 1992 1995 (1980-1995)

3,342 4,230 5,953 7,456 8,932 10,096 202%

43% 44% 41% 42% 45% 32%

10,379 14,385 19,607 23,522 26,935 35,355 240%

44% 42% 41% 50% 63% 66%

4,478 5,634 6,456 7,192 7,485 7,722 72%

46% 52% 49% 51% 59% 59% ,;

2,010 2,206 2,741 3,380 4,100 4,513 ; 124% •;

39% 45% 44% 47% 49% 56%..-,• •,.•"-..

4,010 5,557 7,550 8,314 12,880 17,544 ' 337%
43% 39% 39% 54% 53% 54%

Source: United Nations Energy Statistics Yearbook. (1995,1991,1987,1983)

The utilization rate is based upon a maximum of 8,760 kilowatt-hours per kilowatt of capacity. The average
utilization rate for seven developing Asian nations between 1980 and 1995 was 45%. The Asian countries used
were- Hone Kong, Republic ofKorea, Indonesia, Malaysia, Philippines, Singapore, and Thailand. The average
utilization rate for four developed nations during the same time frame was 47%. The countries used were Japan,
United States, France and Germany.
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Exhibit 4 Philippines: EconomicIndicators-

^.1988'..^ 1989 1990 1991 1992 1993 1994 1995 1996

GDP at current market prices P bn. J- •:803.0 925.2 1,074.6 1,237.6 1,351.6 1,474.5 1,692.9 1,906.3 2,198.9

Real GDP growth % -;' £s. . :'; 7.2 5.7 3.9 -
0.1 3.0 4.4 4.9 5.5

Consumer price inflation % „• i^.. ,..:>'' 8.7 12.2 14.2 18.7 8.9 7.6 9.3 8.1 8.4

Population m(mid-year) .S ''i:r. 58.72 60.10 61.48 62.87 65.34 66.98 68.62 70.27 71.881

Exports fob $ mm * lj? 7,074 7,821 8,186 8,840 9,824 11,375 13,483 17,447 20,543

Imports fob $ mm •/• 8,159 10,419 12,206 12,050 14,519 17,597 21,333 26,391 31,885

Current accounts, rrim :v ,
Reserves excludirig,gold"$ mm

-0.39

1,003

-1.47

1,417

-2.70

924

-0.94

3,246

-858

4,403

-3,016

4,676

-2,950

6,017

-3,297

6,372

-3,772

10,030

Total externardebt $ bn 29.0 28.4 30.2 31.9 33.0 35.9 40.0 39.4 42.41

Total extertol debt service $ bn 3.41 3.27 3.56 3.43 4.30 4.91 4.64 5.53 4.922

Exchange rate (avg.) P:$ 21.10 21.74 24.31 27.48 25.51 27.12 26.42 25.71 26.22

r Source: Economist Intelligence Unit. •':' :''"
•^ EIUEstimate.

.•-'* Central bank figure.

| Exhibits Projected Capacity Additions 1996 - 2010 (megawatts)

Year Annual Cumulative Year Annual Cumulative

1996 270 -

3*
ta

3.

1997 584 854 2004 1,811 10,932

1998 940 1,794 2005 2,048 12,980

re
a 1999 1,719 3,513 2006 4,013 16,993
e

e 2000 997 4,510 2007 2,424 19,417

2001 1,406 5,916 2008 2,016 21,433
•

00 2002 1,884 7,800 2009 1,980 23,413
1

00 2003 1,321 9,121 2010 3,171 26,584
Os

TOTAL 26,584

Source: Power inthePhilippines: Market Prospects andInvestment Opportunities.
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799-057 InterGen and the Quezon Power Project

Exhibit 6a Meralco average Tariffs (pesos per kWh)

1990

1991

1992

1993

1994

1995

Residential

1.91

2.41

2.65

2.82

3.11

3.06

Commercial

1.86

2.42

2.63

2.84

3.09

3.02

Industrial Others* Total

1.79 1.07 1.84

2.23 1.39 2.34

2.43 1.59 2.56

2.66 1.55 2.76

2.85 1.78 3.00

2.77 1.83 2.94

Source: Powerin the Philippines: Market Prospects and Investment Opportunities

Exhibit 6b Cross Subsidies between Meralco customer groups

4.00 T

3.00 -"

2.00--

i.oo- •

0.00

Residential Commercial Industrial Streetlights
-loo4-

Basedon cost service calculations, April 1995

Source: Power inthe Philippines: Market Prospects and Investment Opportunities
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Exhibit 7 Selected InterGen Poweivife Pipeline Projects

Project

Quezon

Location

Philippines

Description .-

440 MW, Coal-fired,:
30 km trans, line

>:' Major Owners

InterGen 71.5%

^Ggden 26.5%
PMR 2%

Total Cost

$812 million

Operational
Date

Dec. 1999

Rocksavage United

Kingdom
770 MW,
Combined cycle

InterGen 100%' • $600 million Jan. 1998

Samalayuca Mexico 700 MW,
Combined cycle

InterGen 20%;
GE40% '
El Paso 30%

ICA 10%

•} $63Q million Nov. 1998

Spalding United

Kingdom
770 MW,
Combined cycle

InterGen 100% $577rnillion .(- • March 2000

TermoEmcali Colombia 235 MW,
Natural gas-fired

InterGen 54%

Emcali 43%

CFP 3%

$212 million v:; Jan. 1999

Jacui Brazil 360 MW,
Pulverized coal fired

InterGen 100% $370 million June 2000

Sao Paulo 1

and II

Brazil 900 MW InterGen 50%

Shell 40%

VBC 10%

$510 million June 2001

Coryton United

Kingdom
750 MW InterGen 100% $660 million March 2001

Meizhou Wan China 2 x 360 MW,
Coal-fired

InterGen 40.5%

Lippo Group 49.5%
Others 10%

$751 million Aug. 2000

Mayakan Mexico 700 km natural gas
pipeline

InterGen 32.5%

TransCanada

62.5% Gutsa

Const. 5%

$260 million Sept. 1999

Source: Private Power Executive, InterGen

«;Of

rf .jjr.^i-.

''V.''.
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Exhibit8a Quezon Project Ownership. Structure

Quezon Power
(Philippines). Limited Co.

(Philippines)
("Project Company")

InterGen and the Quezon Power Project

2* limited Vmxn&f
(Economic) Inlcrcst

Source: Memorandum onthe Quezon Power Project Eximbank-Supported (Political Risk) Loan Facility

Exhibit8b Quezon ProjectOperating Contracts

SiieLeases Foreshore
Agreement

^" QPI ^ ^Meralco ^ £ Meralco^

Foreshore Wheeling
Agreement

Source: Memorandum on the Quezon Power ProjectEximbank-Supported(Political Risk) Loan Facility

18
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Exhibit 9 Financing Plan (US$) \

Sources of Funds

Eximbank-Supported (Political Risk) Loan Facility

Eximbank Direct Term Loan Facility

Senior-secured bonds, due 2017

Total Credit Facilities

Base Equity Contributions

Total Equity Contributions

Total Sources

Uses of Funds

Generation Facility

Transmission Line

VAT, Insurance, Escalation

Total EPCM Costs

Start-up and Other Owner Costs

Development Costs

Development Fee

Eximbank Exposure Fee

Interest During Construction

Other Financing Fees

Contingency, budgeted

Other

Total Uses

Contingent Commitments

, Cost-Overrun Loan Facility (Unsupported)

7? Contingent Equity Contributions

Tojafc.Contingent Commitments

Construction Phase

358,894,000

•215.000.000

-573,894,000

Term Phase

391,733,000

215.000.000

606,733,000

202.244.000 -202.244.000

202.244.000 /. 202.244.000

776,138,000 808,977,000

419,560,000

23,306,000

21.878.000

464,744,000

50,487,000

37,885,000

8,000,000

75,038,000

68,425,000

35,000,000

36.559.000

776,138,000

30,000,000

20.000.000

50,000,000

419,560,000

23,306,000

21.878.000

464,744,000

50,487,000

37,885,000

8,000,000

32,839,000

75,038,000

68,425,000

35,000,000

36,559000

808,977,000

30,000,000

20.000.000

50,000,000

-^tirce^Pip^pectus: Quezon Power(Philippines), Limited Co. 8.86% Senior Secured Bonds Due2017.
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InterGen and the Quezon Power Project

Exhibit 10a InterGen Valuation Modek

• 1996.; 1997 1998 1999

USES DURING CONSTRUCTION

Environmental, Procurement, Contracting

Start-up Costs

Development Costs & Fees

IDC

11^408,-:
559 ,

30,098

170.178

4.968

16,487

210,784

13,370

32,515

54,123

8,973

13,000

44,648

Financing Costs

Upfront Fees

Commitment Fees

9,250

245

2,930

5,580 4,689

45,128

3,978

Development Capital &ProjectEquity 3,250 -
' v. - ::> "

Debt Placement Advisory

Other Financing Costs

Contingency

3,750

7,300 6,552

11,667

7,498

11,667

; 5,473

11,667

8,865

10,463
Working Capital

Other 8,711 6,596 9,474

TOTAL USES

SOURCES DURING CONSTRUCTION

Debt

Working Capital

Eximbank

Capital Markets Debt

OPIC Loan

Local Bank Loan

International Banks

Total Debt

Equity

InterGen

Ogden

Total Equity

T$TAL SOURCES
'-'.I •'' :'r "•'

Projfdt Cashflow
Equity Cjajsh Floy

74,571 224,958 289,997

74,573

74,573

74,573

(74,571)

44,601

215,000

(74.573)

185,028

28,950

10,981

39,931

224,959

(224,958)

(39,931)

192.848

192,848

70,433

26,716

97,149

289,996

(289,997)

(97,149)

Source: Irtfer/&ft^Reqfrest for Approval for Equity Investment and Development runding

20

206,318

144,435

144,435

44,864

17,017

61,882

206,317

(206,318)

(61,882)

Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617-783-786
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Exhibit 10b Projected CashFlow

1996

Revenues

ft Fixed

JO Capacity

era

o

Fixed O&M

Franchise Tax

e Variable

This document is art authorized copy for the personal use ofMr./Mrs. Ed Bodmer, 2013-01-21
'•;*:•. ':'•:" 799-057 -21-

1997 1998 . .. .-'.J999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

*•/,,•,• . • >i,

91,701 95,183 98,665 98,665 98,665 98,665 98,665 98,665 98,665 98,665 98,665 98,665

42372 45,595 48,814 50,484 52,286 54.182 56,183 58,291 60,466 62,719 65,079 67,583

'"*%.7-?*J 4,642 4,908 5,186 5,292 5,495 5.620 5,743 5,871 6,004 6,140 6,283 6.433

': .fA
19,620 21,014 22,497 23,267 24,097 24,971 25,893 26,865 27,867 28,906 29,993 31,147

;<*
71,557 76,706 82,207 85,059 92,557 96,024 99,258 102,551 105,991 109326 113,207 117,055

19 28 39 130 136 54 94 87 260 255 65 65

6,633 6,884 7.135 7,145 7,155 7,162 7,170 7,182 7,193 7,203 7,213 7,222

236,744 250^18 264,543 270,042 280391 286,678 293,006 299312 306,446 313,414 320305 328,170

71,240 76,515 82,121 85,053 92,639 95399 99,010 102,444 105,983 109,623 112,706 116,763

459 465 470 474 477 455 432 435 433 414 395 317

4,642 4,908 5,186 5,292 5,495 5,620 5,743 5,871 6,004 6,140 6,283 6,433

S' VariableO&M
00

5T Energy ..;•
tO ''.1
S Interest «,

5) Transmission Line -.:V'•.>..

a Total Revenue.,.: •••;• " •;.•

a •'. •..
n Expenses •;.. ',•
a • • 'i •
£ Fuel .• •-'••>.-
o Political ftisk Instance

vj-tCFees ':-:''
2;'•••-'-. •"•-•*•

:§ Interest on Wk Capital Facility
* Franchise Tax

n Operator O&MCosts

35' Major Maintenance
(A '

© Wagesand Benefits

(|) Taxes (VAT)
O" Insurance

Jj. OtherOperator O&M Costs

^ Total Expenses

P* OPERATING MARGIN

§" Plus: Change inWkg. Cap. Req.
® Less: Net Phil. Corp. Taxes
^J Cash available fordebtservices

•

jj Less: Principal Repayment
t*»
^4 Less:Interest Payment
oo

°* Less:Withholding Tax

Philippine Cash Flow

Project Cash Flow

Equity Cash Flow

(74371)

205 942 447 1,504 5,005 1,813 897 3,784 553 12,460 291 2,945

3,688 3314 3.948 4,083 4,229 4,382 4,544 4,715 4,890 5,073 5,263 5,466

2,936 3,030 3,129 3,236 3.352 3,473 3,601 3,737 3,876 4,020 4,172 4,332

4,048 4,177 4,314 4.462 4,621 4.789 4.965 5.152 5,344 5.543 5.752 .-.. 5.973

19,160 18,948 18,719 19,359 20,049 20,773 21,545 22.350 23,183 24,046 24,954 25,910

106378 112,799 118334 123,463 135,867 136,904 140,737 148,488 150366 167319 .; .159316- 168,139

130366 137319 146,209 146379 144,524 149,774 152,269 151,024 156,180 146,095 160389 160,031

(535) (461) (427) (1.034) (87) (319) (646) (148) (1.421) , ; 626 :-(694) (276)

. . - - 33,602 34,841 38,282 3>305, 44,022 45,820

129331 137358 145,782 145345 144,437 149,455 118,021 116335 116,477 109,716 115,973 113,935

34,713 38.319 43,729 47,336 52,746 56,353 47,336 49,139 ,:',56,353 56,353 52,746 52,746

48,615 45,962 4Z893 39,314 35,317 30,811 26,258 22,355 18,127 13,342 8,651 4,237

2,060 2.050 1,993 1,880 1,720 1,504 1,282 1,133 948 700 463 257

44,443 50,727 57,167 57,015 54,654 60,787 43,145 43,408 41349 39321 54,113 56,695

129331 137,058 145,782 145345 144,437 149,455 118,021 116335 116,477 109,716 115,973 113,935

44/443 50,727 57,167 57,015 54,654 60,787 43,145 43,408 41,049 39321 54,113 56,695
(39,931) (97,149) (61,882)
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2012 2013 2014 ,.;- 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 Total

Revenues ... \s>

ft Pixed /**sv '•••.
'

e

JO Capacity 98,665 _•$%, «#65
v52334^.!,75,617

95,763 95,763 95,763 95,763 95,763 95,763 95,763 95,763 95,763 95,763 2,427,159

J* Fixed O&M 70,183 76,249 79372 82,425 85,681 89,065 92377 96,225 100,016 103,957 108,052 1,796,407

® FranchiseTax 6,5?2 %i^: 6,921 6,889 7,071 7.261 7.458 7,663 7,875 8.095 8.324 8361 8308 165,888

•o
o Variable f % '•'}-•->••

s Variable O&M 32345
• ,f.i.
^y-33367 34,850 35,141 36335 37,988 39.488 41,047 42,666 44,347 46,095 47,911 49,798 827,915

era

5* Energy ./• 121,161'* 125,342 129,648 130,236 134,878 139,791 144365 150,121 155,578 161,236 167,110 173,211 179347 3,064,422

a Interest In. 6 - - - - - - - - - - - -

1,238

5) Transmission Line *••.:'•''?>-'

a Total Revenue ..- <•'.• t ' '•>

':';•" 7,231 7,243 7,257 7,069 7,085 7,101 7,118 7,136 7,154 7,173 7,192 7,213 7,234 178303

336,183 344,404 352,958 351347 360,604 370329 380373 390,795 401,613 412339 424300 436,616 449,202 8,461332

| i. '"% '
n Expenses •'.,
a • •",.
£ Fuel .• v-v.1* 121,034 125332 129,764 129,660 134,542 139,645 144,854 150,255 154,889 160,835 166,936 173,198 149,930 3,030370

g Political Risk Insurance - - - - - - - - - - - - -
-

^.•LCFees %;•''
•*• . •-*» .... i.

231 217 218 219 221 223 225 226 228 230 232 229 224 8,149

5- ?••*•<g. Interest onWk Capital Facility - - - - - - - - - - - - -
-

* Franchise Tax 6392 6,753 6,921 6,889 7,071 7,261 7,458 7,663 7,875 8,095 8324 8361 8308 165,888

n Operator O&M Costs
s
S3* Major Maintenance 313 2,290 16.772 5,099 365 2,842 394 21,557 1,970 1,977 460 8,428 10,657 103,970

§ Wages andBenefits 5,676 5,891 6,116 6342 6394 6.856 7,127 7,408 7,700 8.004 8.319 8,647 8,987 147.762

(|) Taxes (VAT) 4,499 4,669 4,847 5,036 5,236 5,444 5,659 5,882 6,114 6,355 6.606 6,866 7,136 117,243

gr Insurance 6,203 6,437 6.683 6,943 7,218 7.505 7.802 8,110 8,430 8,762 9,107 9,466 9,839 161345

T3
•y OtherOperatorO&MCosts 26,910 27,929 28,992 29,795 30,978 32,210 33.482 34307 36,176 37,601 39,081 40,623 42,224 699,803

S3

^ Total Expenses
63

171,458 179318 200313 189,983 192,225 201,986 207301 235,908 223382 231,859 239,065 256,018 237305 ... 4,435,030-

P" OPERATING MARGIN 164,725 164386 152,645 161364 168379 168343 173,372 154387 178331 180,980 185,435 180398 211,397 : 4326302

C* Plus:Change in Wkg. Cap. Req. (671) (1,733) 861 (187) (814) (418) (2,409) 1,044 (706) (601) (1.412) 1,518 10,952 ,-i. ' '•--:•-'•' -

•n Less:Net Phil.Corp. Taxes 49,734 50,542 46,600 49,935 52,674 52,943 54,972 48,788 57,182 58,385 60,172 58,712 69,672 (•. , 943,883
ON

^ Cash available fordebt services 114320 112,611 106,906 111342 114391 114,982 115,991 107,143 120343 121,994 123,851 123,404 152,677 Ui . .* 3,082,621

2o Less:PrincipalRepayment 9,017
- - - - - - - - - - -

-. t :•.•-•-,
596,886

t*>

^j Less: Interest Payment 695 - - - - - - - - - - - '. • J 336377

°^ Less: Withholding Tax 77 - - - - - - - - - - - •-'- 16,067

Philippine Cash Flow 104331 112,611 106,906 111,242 114391 114,982 115,991 107,143 120343 121,994 123,851 123,404 152,677 2,133,091

Project Cash Flow 114320 112,611 106,906 111342 114,891 114,982 115,991 107,143 120343 121,994 123351 123,404 152,677 3,082,621

Equity Cash Flow 104331 112311 106,906 111342 114391 114,982 115,991 107,143 120343 121,994 123351 123,404 152,677 2,133391

Source: InterGen. Request for Approval or Equity Investmen t and Development Funding

((
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